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Reconciling the Irreconcilable 
BOOK vs.TAX 
ACCOUNTING 
by Eli Gerver 
Accounting has been called the language of business 
because business facts and events are collected, classi-
fied, and reported in accordance with accounting prin-
ciples and procedures and in accounting terms. Under 
any basis of comparison, accounting for income tax pur-
poses differs considerably from accounting for financial 
accounting purposes. Indeed, we could easily say that 
while accounting is the language of business, something 
gets lost in the translation when we are determining tax-
able income. 
Actually, the basic tax accounting rule is to follow the 
books. Section 446 of the Internal Revenue Code pro-
vides: 
Taxable income shall be computed under the 
method of accounting on the basis of which the tax-
payer regularly computes his income in keeping his 
books. 
This would suggest that book and tax accounting should 
be the same—and in many instances they are the same. 
But it can easily be seen that book accounting provides 
only a starting point in the determination of taxable 
income. 
Much has been made of the differences in the profes-
sion on defining accounting principles, and while there 
may be sympathy for eliminating differences between 
book and tax accounting, the government attitude may 
well be represented by the views of Judge Clark of the 
Second Circuit: 
I think that within limits the trend to follow account-
ing ideas is desirable as bringing tax and business 
practices mutually into line. But I do feel it must stop 
short of delivering control of the revenue to the ac-
countants. For accounting is not an exact science; 
and corporate balance sheets must deal with many 
fluid items, representing of course much factual infor-
mation, but also a certain amount of prophecy, of 
hope, and of sheer argumentation.1 
Accountants would be the first to agree that financial 
accounting is not a precise science. The auditor's report 
which expresses an opinion on financial statements will 
usually note that the statements "present fairly" the 
financial position and results of operations. This is in 
recognition of the fact that in the determination of in-
come, decisions have been made based on judgment, 
and measurements have been made which may be only 
approximations. 
Congress has given the Internal Revenue Service the 
right to substitute its own judgment for the taxpayer's, 
if, in the opinion of the Service, the taxpayer's method of 
accounting does not "clearly reflect income." It is fruit-
less to discuss whether Congress intended or not to 
require more precise rules for determination of income 
by using the phrase "clearly reflect" as opposed to 
"present fairly." The fact is that accounting for tax pur-
poses frequently results in serious distortions of income 
determination. One government official has explained 
the philosophy behind taxation of receipts as opposed to 
income: 
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. . . the requirements of the income tax system are 
not always the same as the requirements of good ac-
counting. I think we can all understand the desirability, 
in the administration of the tax system, of collecting 
taxes from one who receives 10 years rent in advance 
in the year of receipt. This is the time at which the 
funds are most certainly available to pay the tax.2 
Changing Accounting Methods 
The speaker also noted the latitude permitted tax-
payers under accounting principles and suggested that 
this latitude should not be acceptable for tax purposes. 
But there are many permissible variations within our tax 
structure which provide the flexibility necessary for 
dealing with the widely varied needs of the business 
community in problems of income determination. Rigid 
rules rarely bring the desired results, only unintended 
benefits and hardships. 
Accepting the thought that it is desirable to be able to 
change accounting to meet changing circumstances or 
differing facts, let us pause to consider the flexible char-
acter of accounting. I propose to discuss, not the for-
midable task of the Accounting Principles Board, but 
rather, the mechanics of change once the need for 
change is recognized. Needless to say, recognition of 
that need may be the greatest problem of all. 
In financial reporting, it is necessary to measure the 
effect of the change and, if material, to make appropri-
ate disclosure. The accountant's opinion will give appro-
priate recognition of the change. The decision to change 
is made by management with the advice and approval of 
the company's auditors. 
In taxation, a change in accounting frequently is quite 
a complex matter and may be delayed by forces beyond 
the control of the taxpayer. As always, the first step 
would be recognition of the need for change. It is not 
enough for the company and its advisors to accept the 
idea of change. It is also necessary to secure the con-
sent of the Internal Revenue Service, and this is a far-
reaching requirement. It is not a matter of how erroneous 
the old method may be; the fact that a change is to be 
made generally requires that permission be sought. 
The granting of permission is pretty much at the dis-
cretion of the Service. It is possible that an unpermitted 
change may be accepted knowingly or unknowingly, but 
the Internal Revenue Service clearly has authority to 
reject changes to which it has not consented. Further-
more, although the Regulations state that this shall be 
required only for a change in a material item, the courts 
have not applied the professional accounting concept of 
materiality but instead appear to look at absolute dollars 
of tax effect. Thus, a change which would not require any 
disclosure for financial accounting still may require 
permission before it may be used for tax purposes. 
The decision for a change in financial accounting may 
be made at the end of a year and incorporated in the 
financial statements, with appropriate restatement of 
prior year earnings where comparative figures are pro-
vided. The timing of a tax change is not simple or, at 
best, was not so until 1964. Prior to that date permission 
had to be requested for any change in accounting, within 
the first 90 days of the year. 
Although this rule applied only to changes in the ac-
counting method for a material item, there was difficulty 
in distinguishing between a change of method (which 
would require permission) and the correction of an error 
(which would not require permission). For example, if an 
accrual basis taxpayer accounts for property taxes when 
paid and wants to change to accrual accounting, is this 
a "change of method" or "correction of an error?" 
In addition to the question of permission, there are 
differences in treatment of the effect of a change as 
opposed to an error. A change provides numerous pos-
sibilities, ranging from spreading the effect over a period 
of years to complete exemption from tax; correction of 
error is always in the year corrected. 
Rev. Proc. 64-16 introduced the concept of a change 
in accounting practice. If such a change is to be made, 
permission may be requested at any time up to the due 
date for filing the return (including extensions) of the 
first year to which the new method applies. The 64-16 
approach does not affect the basic rule that permission 
must be sought, but only the timing for requesting per-
mission. 
For certain changes, permission must still be re-
quested within the first 90 days of the year to which the 
change applies. But even here, procedures have been 
modified to simplify the processing. Whereas in the past 
you waited for approval of the request, it is presumed 
unless otherwise advised that permission has been 
granted when a timely request is made for a change in 
the accounting for bad debts; a change from cash to 
accrual accounting; or any change in depreciation 
methods. 
The experience of recent years indicates a willingness 
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on the part of the Service to permit changes of account-
ing. Actually, the taxpayer's problem is not so much in 
obtaining permission, but rather, in recognizing those 
situations where permission is needed. It is necessary in 
analyzing the effect of financial accounting changes to 
consider whether permission should be sought for tax 
purposes. For example, suppose financial accounting 
is changed so that the amount of manufacturing over-
head to be included in inventory is increased. In all 
likelihood, permission would be necessary if overhead 
had never been included, but a change in rate should 
not require permission, just as a change in depreciable 
lives should not. The Tax Court has decided that permis-
sion is not required for a change in the manner of com-
puting income from property for purposes of the limita-
tion on percentage depletion.3 The liberal timing rules 
under Rev. Proc. 64-16 are of considerable value in this 
regard, since all too frequently the fact of a change may 
not be recognized until the end of a year, or may not be 
considered as appropriate for financial purposes until 
then. Our experience indicates that even where permis-
sion is sought just before filing the return, the Service 
will permit the filing of the return on an as-if-approved 
basis and then process the request. 
Another interesting aspect of the procedure is its use 
in deferring the effect of a change sought to be imposed 
by the Revenue Service. Upon appropriate request to 
the National Office, field action on an audit can be sus-
pended and the proposed change will be made in the 
return most recently filed; the change will be made with 
full availability of provisions for spreading the effect of 
the change over a ten-year period. 
Change in Books Without Tax Change 
It has been noted earlier that book accounting is the 
starting point for the determination of taxable income. 
The general rule is one of conformity, i.e., the tax method 
of accounting shall be the same as that used for books. 
For a measure of protection, an additional rule of con-
sistency is imposed, i.e., accounting shall not change 
from year to year but shall be the same. 
Obviously, it is possible for a taxpayer to change his 
book accounting, and the result is a conflict between the 
conformity and consistency rule. The taxpayer can no 
longer have conformity between book and tax unless 
he violates the consistency rule. As to this, he can ob-
tain permission to make the change so that the Service 
will permit the consistency rule to be broken. However, 
there is no requirement that the taxpayer request IRS 
approval for changes in his accounting, unless he seeks 
to make such change for tax purposes as well. 
It is possible for a taxpayer to change his books 
radically but request no corresponding change for tax 
purposes. For example, a taxpayer could keep his books 
and file returns on the cash basis but subsequently 
change to accrual accounting in his books. He is not 
required to make such change for tax purposes and may 
continue to file returns on the cash basis, provided that 
method clearly reflects income. The courts have so held 
in the case of an engineering partnership,4 and the In-
ternal Revenue Service has accepted this view in the 
case of banks.5 In such cases, it would be desirable (and 
perhaps necessary) for the taxpayer to maintain recon-
ciling records. 
Change in Tax Probably Requires Book Change 
Although it does seem possible to change the books 
without a corresponding tax change, the general prac-
tice today of IRS would appear to require that there be 
a book change when permission is sought for a tax 
change. No particular reason is cited for this position, 
but it clearly is within the authority of the Service to set 
the terms upon which permission will be granted, and 
this is one of the terms. 
Whatever the basis for the requirement, it exists in the 
case of a change of accounting method or practice. 
Where booking is not possible because of a conflict with 
rules of a regulatory authority, taxpayers have been able 
to convince the Service not to impose the booking re-
quirement. 
Suppose the conflict is with generally accepted ac-
counting principles. Financial statements still could be 
presented on a correct basis, but some footnote disclo-
sure may be necessary to show that the statements do 
not agree with the books. 
The requirement for booking is found in a few other 
instances, and where it is present, it tends to be quite 
rigid. Taxpayers using LIFO must use such method in 
any financial statements to creditors or stockholders. 
Actually, this does not require any change in bookkeep-
ing procedures and most LIFO users merely make an 
adjustment for inventory values by use of a special re-
serve account which restates on a LIFO basis what might 
otherwise be a FIFO inventory. The effect on earnings 
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can be revealed when LIFO is used so that the sophis-
ticated reader of a financial statement could determine 
what earnings would be if FIFO were used. Another 
variance permitted in this area is that market values, 
where less than LIFO cost, may be used. It also is pos-
sible to have a subsidiary use LIFO and report to its 
parent on that basis, but in consolidation, the inventories 
may be converted to FIFO.6 In general, however, the In-
ternal Revenue Service looks dimly upon attempts to 
show within the body of a financial statement, as a line 
item, earnings on a FIFO basis with some adjustment 
to convert to LIFO. 
Taxpayers using a reserve for bad debts are required 
to maintain ledger accounts, and any additions must be 
booked within a reasonable time if the deduction is to 
be allowed. In all likelihood, this should not be done any 
later than a few days after the return is filed.7 
One additional area should be mentioned where book 
accounting is extremely important to achieve a particular 
tax result. A dealer in securities will be permitted capital 
gain treatment on an investment, but he must designate 
it in his records as an investment, and this must be done 
within 30 days after acquisition.8 
Elective Differences Between Book and Tax 
We have been reviewing areas of conformity between 
book and tax accounting. What are the differences? 
Generally, they fall into two categories—differences re-
lated to timing and differences related to whether or not 
an item of income or expense should be considered in 
determination of taxable income. This identification of 
differences between book and tax accounting is par-
ticularly important in items of financial accounting for 
income taxes. Alternatively, differences may be identi-
fied as those adopted by the taxpayer and those imposed 
upon the taxpayer by the Code, the Internal Revenue 
Service and the Courts. 
Just as there are some accounting methods which 
must conform to book accounting, there are a few where 
conformity is not required, but it is only necessary to be 
able to reconcile the tax return to the books. 
A taxpayer who regularly sells on the installment 
method may, at any time and without advance permis-
sion, adopt the instalment method. He may continue to 
use accrual accounting for financial purposes and must 
maintain sufficient records to permit verification of in-
stallment income as opposed to accrual income. 
The 1954 Code gave official sanction to several 
methods of depreciation which result in recovery of cost 
at a far more rapid pace than the traditional straight line 
method, which allocates the cost of depreciable prop-
erty ratably over the life of the property. There is no re-
quirement that the more rapid methods of depreciation 
be used for book purposes, and it is probable that many 
taxpayers have continued to use straight line deprecia-
tion for books and one of the rapid methods for tax. 
The regulations contemplate that these differences 
will exist and although expressing preference for main-
tenance of reserve accounts, they provide for the 
maintenance of permanent auxiliary records for recon-
ciling differences between book and tax depreciation 
reserves. 
The Service has accepted the difference between 
book and tax depreciation. It has asked that the tax-
payer do the same. Thus, taxpayers who include depre-
ciation as part of the burden in valuing inventory were 
asked by IRS to use tax depreciation. The result would 
be not only a difference between book and tax deprecia-
tion, but a difference between book and tax inventory. 
This particular problem has not been reviewed by the 
courts, although there may be cases pending. It is our 
present understanding that IRS has not continued to 
press the issue. 
There are a number of specific rules permitting tax-
payers to elect to deduct for tax purposes amounts which 
otherwise should be capitalized. These elections are 
varied in character and in some instances may be 
adopted at any time; others must be adopted when the 
expenditure is first incurred. Some relate to a limited 
period, others are continuing in nature. It is not neces-
sary to discuss these in detail but only to recognize that 
these rules represent statutory authorization for differ-
ences between book and tax depreciation at the option 
of the taxpayer. 
Imposed Differences Between Book and Tax 
Let us now consider differences between book and 
tax accounting which are imposed by the government. 
These may be imposed for reasons of public policy and 
are commonly found in situations relating to disallow-
ance of deductions which may be appropriate for finan-
cial accounting. One notable exception to this would be 
the allowance of percentage depletion which permits 
recovery of more than the cost of a wasting asset, pre-
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sumably on the theory that the irreplaceable nature of 
the wasting asset justifies such treatment, but it would 
seem that this is only because as a matter of policy the 
government has decided to provide this deduction either 
as an incentive or as a subsidy. 
In 1958, the Congress decided that if it were improper 
to deduct as business expense payments to government 
officials in this country, similar rules should apply to 
payments made to officials of foreign governments. It 
was commented at the time that this was imposing upon 
other countries United States concepts of morality and 
propriety. The committee reports on this subsection 
would seem to bear this out, as Congress was advised 
by the Internal Revenue Service that where the foreign 
government demands or acquiesces in a bribe or kick-
back to an official, there was no basis for disallowance. 
Congress decided that irrespective of the foreign gov-
ernment's position, such payments should not be al-
lowed. Obviously, the U. S. tax consequences will not 
deter a foreign government or official from requiring 
payments as a condition to doing business. It may not 
be an expenditure of which one is particularly proud, 
but it is an expense for financial accounting and just not 
deductible for tax purposes. 
The interaction of the income tax and other statutes 
based on public policy leads to some interesting results, 
Several years ago, the Supreme Court announced sev-
eral opinions to the effect that ordinary and necessary 
expenses of a clearly illegal business were deductible, 
but that fines imposed upon a legitimate business were 
not deductible, as this would frustrate the clearly de-
fined public policy of the jurisdiction which imposed the 
fine.9 
The illegal business was that of a bookmaker. The 
Court recognizing the sub rosa character of his business 
declined to impose a tax on gross receipts and permitted 
deductions for supported expenses such as rent, salaries 
to assistants, etc. 
The legitimate businesses were trucking. The fines 
imposed were for overloading of trucks so that the 
weight exceeded permissible load limits on state high-
ways. The trucks in question traveled across state lines 
so that on a single trip, trucks would encounter different 
load limits, and economically it was more feasible to run 
the risk of a fine, than to use more trucks or reload. 
No discussion of business expenses disallowed would 
be complete without at.least mention of travel and en-
tertainment. It certainly is not proposed to delve into 
these rules in detail but it seems appropriate to note that 
the present rules on T & E, including substantiation, 
directly related tests, etc., could represent Bn expres-
sion of public policy and the extent to which it could be 
appropriate or inappropriate to permit an "expense 
account economy." Whether or not this view is accepted, 
it is generally recognized that even prior to enactment 
of Section 274, the Service would not permit a deduction 
for entertainment of government officials. 
The items we have been discussing are essentially dif-
ferences between book and tax where the item in ques-
tion never enters the income stream for tax purposes. By 
far, the more troublesome areas are not these, because 
whether or not we agree with the policy responsible for 
the tax treatment, we recognize the rule for its absolute 
character and accept it. To my mind, it is far more dis-
turbing to encounter the distortions caused by the differ-
ences in timing the recognition of an item of income or 
expense. 
Taxation of Advance Receipts 
Possibly the most spectacular and most irritating area 
of timing differences imposed by the Internal Revenue 
Service is in the taxation of advance receipts. In recent 
years, the Service has had considerable success in its 
position that in the absence of specific Congressional 
approval, advance receipts are taxed currently. The 
Service's approach is completely contrary to generally 
accepted accounting principles, but it has been funda-
mental in income tax accounting. 
In an early case, the Supreme Court enunciated what 
is referred to as the claim of right doctrine: 
. . . if a taxpayer receives earnings under a claim 
of right and without restriction as to its disposition, he 
has received income which he is required to return, 
even though it may still be claimed that he is not en-
titled to retain the money, and even though he may 
still be adjudged liable to restore its equivalent.10 
The Court referred to the receipt of earnings, but this 
has been freely extended to the receipt of cash or other 
property. The fact of future liability for services or goods 
to be delivered has no effect because of another rule— 
the "all events rule" which denies a deduction until all 
events necessary to determine the liability have oc-
curred. 
When the 1954 Code was in the legislative process, 
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considerable testimony was presented to Congress on 
the problems of tax compliance by business in a system 
based on tax concepts of accounting as opposed to gen-
erally accepted accounting principles. The American 
Institute of Certified Public Accountants (or as it was 
then known, the American Institute of Accountants) pre-
sented a well documented report analyzing numerous 
problem areas. The response of Congress was most 
gratifying, and Sections 452 (permitting deferral of pre-
paid income) and 462 (permitting reserves for estimated 
expenses) were enacted. The business community was 
pleased, but a storm of criticism and estimates of reve-
nue loss ranging from $500 million to billions of dollars 
caused the Treasury to request complete and utter re-
peal of these provisions to put the law back to where it 
was, as though the sections were never enacted. Con-
gress, in so doing, suggested that it would return to the 
problem at some later date, which almost 15 years later, 
has not yet arrived. 
After the repeal of Sections 452 and 462, it appeared 
for a brief period that the courts were solving the prob-
lem by permitting taxpayers to support deferral of in-
come and accrual of expenses based on accounting 
records. A newspaper publisher was permitted to defer 
subscription income.11 A furnace dealer was permitted 
to accrue certain expenses in servicing furnaces sold.12 
Although the Supreme Court then held that an automo-
bile club could not defer its dues, the facts were such 
that the Court could base its opinion on a finding that the 
deferral method was arbitrary.13 A television dealer was 
permitted to defer service contract income by show-
ing statistically that its method of deferral was not arbi-
trary,14 although another dealer whose case was heard 
in another circuit was unsuccessful.15 
In another automobile club case, the issue went to the 
Supreme Court again and whatever accounting may 
have won before was lost.16 The Court would not per-
mit the deferral of prepaid income, ostensibly on the 
basis that the deferral technique was no less arbitrary 
than that in the earlier auto club case. But the Court went 
further and pointed out that although the method used 
might well be in accord with generally accepted ac-
counting principles, that did not mean it clearly reflected 
income so as to be binding on the Treasury. The Court 
commented on the inadequacy of the method used, and 
reviewed the sorry history of Sections 452 and 462. The 
Court concluded that the repeal of these provisions 
made it clear that Congress did not intend to permit 
deferral of income for tax purposes except in specific 
situations. The Court went on to disclaim any intent of 
judicial legislation in this area: 
At the very least, this background indicates con-
gressional recognition of the complications inherent 
in the problem and its seriousness to the general reve-
nue. We must leave to the Congress the fashioning of 
a rule which, in any event, must have wide ramifica-
tions. The Committees of the Congress have standing 
committees expertly grounded in tax problems, with 
jurisdiction covering the whole field of taxation and 
facilities for studying considerations of policy as be-
tween the various taxpayers and the necessities of the 
general revenues. The validity of the long established 
policy of the Court in deferring, where possible, to 
congressional procedures in the tax field is clearly 
indicated in this case. Finding only that, in light of 
existing provisions not specifically authorizing it, the 
exercise of the Commissioner's discretion in rejecting 
the Association's accounting system was not unsound, 
we need not anticipate what will be the product of 
further "study of this entire problem." 
Congress then stepped up to the problem of automobile 
clubs and approved specific legislation permitting mem-
bership organizations to defernncome. This action did 
little more than demonstrate the importance of a good 
lobby in obtaining tax relief. Instead of attacking the 
entire problem of deferred income, Congress just 
chipped at it, and the next case to come before the 
Court could do little more than present the same argu-
ments as earlier taxpayers had. 
The case involved a dance studio and its accounting 
for deferred income. Again, substantial evidence was in-
troduced as to commercial accounting, including an 
amicus curiae brief submitted on behalf of the American 
Institute of CPAs. The Court again found the deferral 
method to be inexact, and while acceptable for financial 
accounting, it was not acceptable for tax.17 
Actually, none of these cases hold that advance re-
ceipts are taxable in all instances but that deferral will 
not be permitted where the basis for deferral is purely 
an arbitrary time period. A recent case gives cause for 
some hope. Deferral of advance receipts was permitted 
where the receipts were for admission to major league 
baseball games scheduled for later dates, including tele-
vision and radio broadcasting, parking fees, etc. The 
government argued that there was an "established rule 
that an accrual basis taxpayer must include in gross in-
come in the year of receipt prepaid items . . ." For-
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tunately the Court agreed with the taxpayer: ". . . there 
must be situations where the deferral technique will so 
clearly reflect income that the Court will find an abuse 
of discretion if the Commissioner rejects it." 18 The case 
was returned to the lower court for a determination of 
the reasonableness of .the deferral technique used. 
The ultimate decision, if for the taxpayer, would be 
quite important. For if advance receipts for baseball 
games can be deferred with accuracy, why not rent or 
interest? On the other hand, perhaps the television 
dealer who based his deferral on an analysis of experi-
ence probably would not fare as well, because the Court 
decision seems to require an exact deferral method, as 
opposed to one of reason. 
The Supreme Court cases have all involved income 
from services. But in recent years, cases of income from 
the sale of tangible property have arisen and fared no 
better. A retail clothier has been held taxable on advance 
payments for the sale of clothing.19 A manufacturer of 
display signs receiving what are essentially progress 
payments was held taxable in the year of receipt.20 
The question of advance receipts presents, particu-
larly in the area of receipts for goods, an interesting 
opportunity for tax planning. It should not be assumed 
that the Service will move in and tax all advance receipts. 
This is not likely if there has been a history of deferral, 
particularly if there would be a substantial deferral as of 
January 1, 1954 or a comparable fiscal year date. The 
reason is that an attempt to tax advance receipts prob-
ably would be a change of accounting method initiated 
by the government, and an amount equal to the deferred 
income at January 1,1954 would escape tax completely, 
irrespective of the year in which the change is made.2' 
This may act as a deterrent to aggressive government 
action in many cases. The impact of change where it is 
made can be softened to some extent by resorting to 
the change of accounting rules discussed earlier. 
Finally, consideration should be given to other ac-
counting procedures, at least in the area of sale of 
goods, to use of the installment method of accounting. 
This would permit some deferral provided the terms of 
sale call for more than one payment. 
The estimated expense approach has not been raised 
in many of the deferred income cases, although obvi-
ously it is a companion issue. Taxpayers have not fared 
any better here. The Supreme Court considered only one 
case in recent years on this point, involving an estimate 
of liability for claims against a bus company. A decision 
in favor of the taxpayer was remanded on the same day 
as the last automobile club case, and the Court referred 
to its views in that case, presumably meaning the long-
standing practice of disallowing estimated expenses and 
the refusal of Congress to take action after repeal of Sec-
tion 462 on estimated expenses. The Circuit Court to 
which the case was returned then found for the govern-
ment. Other recent cases have followed this approach. 
Those few cases which were decided for the taxpayer in 
earlier years have been either distinguished or ignored. 
It has been generally recognized for some time that 
the many situations giving rise to a difference in book 
and tax accounting must be reflected in financial ac-
counting. This practice is known as interperiod alloca-
tion and was developed for significant expenses which 
were deducted in tax returns before being accrued in 
the accounts. For example, during World War II when the 
cost of emergency facilities was amortized for tax pur-
poses over five years and depreciated for accounting 
purposes over, say, 15 years, the lower taxes in the first 
five years were offset by increased taxes in the next ten 
years. The difference in timing was recognized in net in-
come each year as if depreciation in the tax return were 
the same as in the accounts. Expenses representing 
future taxes or additional depreciation were recorded in 
the first five years and reversed in the remaining years 
to match expenses and their tax effects. The related 
balance sheet items were similarly recorded as deferred 
tax or accumulated depreciation. 
The Accounting Principles Board has concluded that 
the principle of tax allocation should be applied to the 
tax effect of all items of revenue and expense entering 
into the determination of pre-tax income for financial 
accounting. The tax effects of those transactions which 
enter into the determination of pre-tax accounting in-
come either earlier or later than they become part of 
taxable income, should be recognized in the periods in 
which the differences between pre-tax accounting in-
come and taxable income arise and in the periods in 
which the differences reverse. Since permanent differ-
ences do not affect other periods, interperiod tax alloca-
tion is not appropriate to account for such differences. 
This does not eliminate differences between book and 
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tax accounting but rather assures that the differences 
are reflected in the financial statements.22 
Is Conformity Desirable? 
A commonly asked question is whether there ever will 
be a day when book and tax accounting will conform. 
It would seem that as long as our tax laws are used to 
provide incentives and subsidies, that complete con-
formity is not possible. Many of these incentives and/or 
subsidies only give rise to the so-called permanent dif-
ferences which alternatively could be considered as re-
sulting in a lower effective tax rate. When we talk of 
conformity between book and tax accounting, are we 
suggesting the elimination of accelerated depreciation 
or perhaps that it be allowed only if booked? This is 
doubtful. 
If anything, a booking requirement to obtain tax bene-
fits probably would be destructive of good accounting 
and would virtually transfer to Congress and the Treas-
ury Department control over financial accounting. Tax-
payers would use installment accounting for books if 
needed for tax purposes, although such method is not 
proper financial accounting if there are no problems on 
collection of sales price. While companies concerned 
with maintaining an earnings record might be willing to 
forego tax benefits of installment accounting if the price 
were reduced financial earnings, can we be confident 
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